
nomic stability was the key goal but investment in
p ublic ser vices is the key challenge,” B lair said .

� Kevin A. Bell is a U.K. desk editor with Tax
Analy sts.

Singaporean Companies

Seek E x c lu sion F rom J apan’s

T ax H av en Category

b y  G rant Beau m ont and R ob ert M arshall

S ingap or ean subsid iar ies of J ap anese cor p or a-
tions have asked the J ap anese gover nment to
ex clud e S ingap or e fr om J ap an’s “tax haven” list, the
28 F ebr uar y ed ition of the J I J I E ng lish N ews S ervic e
r ep or ted . T he J ap an C hamber of C ommer ce and
Ind ustr y in S ingap or e r ep or ted ly may make a for mal
r eq uest to the J ap anese gover nment.

U nd er p r ovisions of J ap an’s contr olled for eign
cor p or ation r ules gover ning for eign subsid iar ies, a
J ap anese cor p or ation that d ir ectly or ind ir ectly owns
5 p er cent or mor e of the total shar es in a “tax haven”
subsid iar y is tax ed on its p r o r ata shar e of the subsid -
iar y’s und istr ibuted p r ofits.

A tax haven subsid iar y is a for eign comp any with
5 0 p er cent or mor e of its issued voting shar es or total
shar es d ir ectly or ind ir ectly owned by J ap anese comp a-
nies or J ap anese r esid ent ind ivid uals (the p er centage is
measur ed at year ’s end ) and its head office located in a
jur isd iction that d oes not tax income or that has an
income tax bur d en of less than 25 p er cent of the com-
p any’s income. A s to the 25 p er cent thr eshold , the for -
eign cor p or ation’s effective tax r ate (E T R ) is measur ed
each tax year ; to calculate the E T R , tax able income is
d eter mined accor d ing to J ap anese tax r ules.

W hen S ingap or e lower ed its cor p or ate tax r ate
below 25 p er cent, it moved into the “tax haven” catego-
r y for J ap an’s C F C r ules. (F or p r ior cover age, see 2 0 0 1
W TD 4 1 -4 or D oc 2 0 0 1 -5 9 7 8 (5 orig inal p ag es).) T hus,
the d iffer ence between the S ingap or e tax r ate and the
higher J ap anese tax r ate (ap p r ox imately 4 2 p er cent)
will be p ayable by the J ap anese p ar ent comp any in
J ap an. S p ecific ex emp tions fr om J ap an’s for eign sub-
sid iar y r ules ap p ly in cer tain cases, such as when an
active business is car r ied on in the for eign countr y.

A ccor d ing to J I J I E ng lish N ews S ervic e, S inga-
p or e and J ap an may ad d r ess that issue in their ongo-
ing bilater al tr ad e talks.

� R ob ert M arshall and G rant Beau m ont are with
Arthu r Andersen in Toky o.

Singapore A nnou nc es

R ec ord -Set t ing F isc al

2 0 0 1 B u d get

b y  L inda L . N g

S ingap or e F inance M inister R ichar d H u on 23
F ebr uar y unveiled the most gener ous bud get1 in S in-
gap or e’s histor y. A higher than ex p ected gr owth r ate
of 9 .9 p er cent r esulted in a lar ge fiscal 20 0 0 bud get
sur p lus, which the gover nment has d ecid ed to shar e
with tax p ayer s. T he new bud get is d esigned to
incr ease S ingap or e’s global comp etitiveness thr ough
a number of tax and other fiscal measur es that
encour age innovation, enter p r ise, and ed ucation.

N ew Corporate T ax R egime

S ingap or e’s cor p or ate tax r ate will be r ed uced by
1 p er cent to 24 .5 p er cent, with effect fr om year of
assessment 20 0 2. In ad d ition, thr ee-q uar ter s of the
fir st S G $ 10 ,0 0 0 of a comp any’s char geable income
and one-half of the nex t S G $ 9 0 ,0 0 0 will be ex emp t
fr om cor p or ate tax . A ny r emaining char geable
income will be tax ed at the new 24 .5 p er cent tax r ate.

T he tax ex emp tion will not ap p ly to S ingap or e
d ivid end s r eceived by comp anies. S uch d ivid end s will
be tax ed at 24 .5 p er cent. T he Inland R evenue A u-
thor ity of S ingap or e has issued a cir cular 2 that p r o-
vid es fur ther d etails. (T ax r ates for nonr esid ents will
also be r ed uced to 24 .5 p er cent.)

T he new cor p or ate tax r egime was p r omp ted by
the need to keep up with G er many, the U nited K ing-
d om, A ustr alia, I r eland , and other d evelop ed coun-
tr ies that have lower ed their cor p or ate tax r ates in
r ecent year s to stimulate gr owth and attr act invest-
ments. W hile the gover nment will continue to p r o-
vid e tax incentives to sp ur the gr owth of str ategic
ind ustr ies, it also will lower the tax r ate in gener al
because it is becoming har d er to p ick winner s in the
new economy. T he new tax ex emp tion scheme will
help many small, med ium-siz ed , and star t-up enter -
p r ises by cutting their tax es by mor e than half.
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N ew s

1T he full tex t of the fiscal 20 0 1 bud get statement is available
at http ://www.gov.sg/mof.

2I R A S C ir cular , d ated 23 F ebr uar y 20 0 1, available at http ://
www.ir as.gov.sg.



Company Stock Option Scheme

In recognition of the importance of employee
stock options as a motivational tool, Hu introduced a
new company stock option scheme. Under the
scheme,3 up to SG $1 million of gains from the exer-
cise of an employee’s stock options over a 10-year
period will be partially exempt from income tax. The
first SG $2,000 of gains each year will receive a 100
percent exemption from income tax, and 25 percent
of any remaining annual gains will also be exempt.

The scheme will be available to companies that
offer stock options to at least half of their employees.4

The stock option plan must satisfy the vesting-period
requirement prescribed by the Singapore Exchange
for companies listed on the exchange. O ptions on the
shares of overseas holding companies will also be eli-
gible. The scheme applies to options on ordinary
shares that are granted on or after 1 April.

W ithholding Tax Exemption for
Software P ayments

P ayments to nonresidents for software site
licenses, software downloaded from the Internet by
end users, and software bundled with hardware will
be exempt from withholding tax.5 The exemption,
which aims to lower the cost of doing business in Sin-
gapore and to encourage businesses to use new tech-
nology, applies to payments due on or after 23 Febru-
ary.

Capital Expenditure on
Intellectual P roperty

The government has improved the incentive
scheme for patents and know-how. Capital expendi-
ture on prescribed categories of intellectual property
acquired on or after 23 February may be written
down over a period of five years under the scheme.
The categories are patents, copyrights and related
rights, trademarks, registered designs, geographical

indications, layout designs of integrated circuits, and
protection of confidential information.

Reduction of P roperty Tax Rate

To reduce business costs, the property tax rate for
all properties (commercial, industrial, and residen-
tial) will be reduced from 12 percent to 10 percent,
effective 1 July. The government encourages land-
lords to pass on savings from the property tax cut to
their tenants.

Reduction of Individual Income
Tax Rates and Reb ates

Individual income tax rates for all income brack-
ets will be reduced by 2 to 5 percent, effective from
the year of assessment 2002. The top marginal rate
will be reduced to 26 percent (down from 28 percent).
The first SG $7 ,500 of an individual’s chargeable
income will not be taxed. There will be a SG $250
income tax rebate for the goods and services tax. The
lower personal tax rates are intended to help Singa-
pore retain its local talent and attract new foreign
talent.

The government is also granting an across-the-
board, onetime rebate of 10 percent on individual
income tax in year of assessment 2001.

CP F Contrib utions b y
Self-Employed P ersons

Self-employed persons will receive tax relief for
retirement contributions to the central provident
fund amounting to 36 percent of their income, subject
to a maximum income of SG $7 2,000, effective from
year of assessment 2002. Thus, taxpayers running
their own businesses will no longer be disadvan-
taged, because they will receive basically the same
tax benefits as employers and employees combined.

Tax D eduction for Share D onations

To encourage philanthropy, individuals who
donate shares listed on the Singapore Exchange, or
unit trusts readily tradable in Singapore, to qualify-
ing public institutions will receive tax deductions.
The concession applies to donations from January
2001.

Excise D uty on Cigarettes

As part of the continuing national effort to dis-
courage smoking, the excise duty on cigarettes will be
increased from SG $150 to SG $180 per kilogram,
effective 23 February.

� Linda L. Ng is with the Asia Tax Group, White
& C ase LLP in Tokyo.
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3See fiscal 2001 budget statement, annex 1.
4That is to encourage companies to provide the benefits of the

scheme to lower-paid workers as well.
5That is in addition to the withholding tax exemption for

shrink-wrap software, effective 1 January. See “Exemption of
Software P ayments from Withholding Tax,” first edition, and “In-
come Tax Guide on E-commerce,” third edition, published by the
IRAS on 23 February and available at http://www.iras.gov.sg; In-
come Tax (Exemption of Royalties and O ther P ayments for Eco-
nomic and Technological D evelopment) N otification 2001, made
21 February, G.N . N o. S97 , available as of 23 February at
http://www.egazette.com.sg (free access is available for five days
from the date of publication).


